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Dear Dr Michad

KAMBALDA LATERAL (WA: PL 27)
APPLICATION FOR CONDITIONAL EXTENSION OF REQUIREMENT TO
SUBMIT AN ACCESSARRANGEMENT

As you are aware, the current deadline for Southern Cross Pipdines Audrdia Pty Ltd
(SCPA) to submit an Access Arrangement (AA) for the Kambalda Laterd (WA: PL 27) is
1 December 2000.

You will recdl that following initid coverage of the Kambada Laterd under the Nationa
Third Party Access Code (the “Code’) in February 1999, an application was made by
SCPA for revocation of coverage on the basisthat it did not promote competition, it did not
restrict the development of another pipeling, and that it was an adverse and unnecessary
burden to produce an AA. The National Competition Council (NCC) subsequently rejected
this gpplication in June 1999. This was primarily due to a submisson made at that time by
the Water Corporation contesting SCPA’s assertions based on its own advocacy of a
conceptua plan to ship sea water from Esperance, north to Kalgoorlie where the water
supply is hyper-sdine. SCPA had not been cognisant of this proposd at the time of its
gpplication for revocation.
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Once the Water Corporation’s interest was known, dialogue was entered into and, with the
latter’ s cooperative support, an gpplication for an extension of time for submission of an AA
was put to the Regulator by SCPA in November 1999. The basis was that the public
interest would best be served if submission of an AA for the Kambalda Lateral were to be
postponed until such time that the benefits obtained would outweigh the cogs. The
gpplication proposed that, should an extension be granted, the Stuation regarding access to
the Kambada Laterd be reviewed in the latter part of 2000, and a decison regarding the
requirement for submission of an AA be made at that time. Following a public submisson
period, the current extension to 1 December 2000 was granted.

Accordingly a this time SCPA wishes to submit to the Regulator thet for the present and
immediate future, the submission of an AA will not provide any sgnificant benefits to any
party. In addition, the cost of preparing and following due process for the approva of an
AA is a very dgnificant cost impostion for the Kambadda Latera reative to the norma
expenses associated with it.

The length of the Kambada Laterd represents only a little more than 10% of the distance
from Kagoorlie to Esperance. An AA for this smdl segment of pipdine will provide no
relevant indication of the cost to trangport gas to the southern coast. It will not reflect any
economies of scae that might be redlisable, nor will it necessarily even reflect an gppropriate
tariff structure for alonger pipdine, whether or not such a pipeline physicaly extended from
the exiging laterd or, as aresult of hydraulic engineering, Smply bypassed it. In fact, it will
not be possible to extrapolate from an AA for the Kambalda Laterd any information that
would bein any way pertinent to alonger pipeine.

As a result, SCPA wishes to avoid what would amount to a wasteful expenditure in
preparing an AA a this time. However SCPA is mindful of the comfort afforded present
and future Shippers in the knowledge that the Kambada Laterad remains covered under the
Code. In addition SCPA wishes to avoid incurring, or the need to pass on unnecessary

expense.

Consequently, SCPA wishes to apply for the present Extenson to be itself conditionaly
extended. SCPA requests that a Conditiona Extenson be granted on the basis that
extenson will be terminated upon falure of good faith negotiations for access between any
bona fide prospective User and the Service Provider. Following any subsequent application
to the Regulator, SCPA undertakes to produce an AA no later than 90 days after
termination of the Conditiona Extenson.

In addition, SCPA undertakes to provide a periodic development Status report of the
requirement for submisson of an AA, to be submitted a intervals of sx months. Thiswould
provide the Regulator with an overview and sufficient bass, combined with whatever
assurances the Regulator would otherwise obtain from potentia Users, to ensure adequate
regulatory oversght.
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It isour belief that this gpproach meets the needs of dl parties concerned, while at the same
time offering, for dl paties, the lees cost and most economicdly efficient means of
complying with the requirements of the Code. We would commend this gpproach as being
the most pragmatic conclusion to a full consderation of the costs and circumstances, and to
this effect, would ask that any interested parties give adequate consderation to the further
detalls of the rationae behind this gpplication as provided in the following attachment.

SCPA remains committed to working with any party interested in further developing and
utiligng its gas trangportation infrastructure. This includes whatever potentia contribution the
Kambalda Laterd may make to project viability, abeit that the lateral represents only a
short step towards Esperance.  Please do not hedtate to contact mysdf or my taff to
further discuss any maiter relaing to potentid opportunities or issues reating to this
submisson.

Y ours fathfully

D A King
for Southern Cross Pipelines

Att: Rationae for Conditional Extension for Kambalda Lateral
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RATIONALE FOR CONDITIONAL EXTENSION FOR KAMBALDA LATERAL

. The cost of preparing an AA is badicdly fixed regardless of the magnitude of Capitd Base or Load
therefore the cost impact for a pipeline with asmal load is substantia and disproportionate. For the
Kambada Laterd, the cost of completing the AA process, including the costs incurred by the
Regulator which are back-charged to the service provider would, a a minimum, be of smilar
magnitude as a full year of otherwise norma operationd expenditure. In fact, they could easily
exceed this figure by as much as 100% or more, with SCPA having little or no control of the fina
amount. Obvioudy the necessity and timing of incurring this expenditure needs particular scrutiny.

. SCPA firmly supports and is actively seeking to encourage regiona development — market growth is
good business. SCPA dedres that potentid Users have the comfort of knowing that they continue
to have ready recourse to an AA for the Kambada Latera in the event that they have cause to
condder this an efficient means to the end.

. However, preparing an AA at this time is both premature and inefficient. The proposa for a gas
pipeline associated with development of a utility corridor between Kagoorlie and Esperance (which
would include a water pipdine for the supply of seawater to Kagoorlie) presently suffers from
margind economics due to sub-economies of scde (even if optimistic assumptions of additiond third
party load eventuating are applied by SCPA). The impostion a this Sage of a subgtantia (in
relaive terms) cost impost will do nothing to help the economics of this project.

. The exiging water pipeine proposa itsdf is presently in afeagbility phase of sudy. Even if awater
pipeline were to be given the go-ahead in the near future, the soonest it could reasonably be
expected to be redized would be at least two to three years from now, substantidly into the likely
five year term of an AA. The impact of whatever gas load eventuates could possibly even trigger an
AA review, thus rendering any initid AA expenditure largely wasted.

. It should dso be congdered that as the Kambalda Latera represents little more than 10% of the
total proposed pipdine length, an AA will not provide any gppreciable increase in transportation
cost certainty for the proposed project, but only serve to raise the economic hurdle. In addition, the
basis upon which an AA will be formulated for a 45km smadl capacity laterd will provide no
indication of what an AA might contain for a 385km of yet-to-be-determined capacity, neither in
terms of tariff or even tariff structure. In fact what is needed is not an AA for the laterd but an AA
for the eventua full haul proposd, a requirement which islikdy to be mandated as a pre-investment
requisite by whatever party ultimately seeks to undertake the project anyway.

. The current absence of an AA has not been an impediment to SCPA working co-operatively in
providing the two current water pipeline proponents with engineering/costing and indicative least cost
tariffs, and bearing the cogts of these studiesin good faith.

. Given that an AA may be required a some time in the future (if demand for gas transportation
grows, as SCPA would like to see) but is not presently justified, there are only two options now
available to avoid the unnecessary and wasteful expense of meeting the 1 December submission date
— ether by successful gpplication to the NCC for revocation or by successful gpplication to the WA
Regulator for Conditiona Extension.
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8. Revocation is the costlier option for both the gpplicant and subsequently, by any potential shipper
who may ultimatdly seek to have Coverage re-established. A Conditiond Extenson however is
chegp and ample to both implement and aso to subsequently terminate should circumstances later
demand an AA be prepared. Hence the latter affords the least cost and most efficient option.

9. While the very exigence of an Independent State Regulator was predicated on the unique
circumgtances of development in Western Audrdian, there is nonethdess broader regulatory
precedent from the ACCC for granting of a Conditional Extension. It is a pragmatic solution that
provides for the interests of al parties while being entirdy consstent with the principles and intent of
the National Code.
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